It is well documented the positive impact of the Private Equity and Venture Capital (PE/VC) industry on the creation and development of highly successful innovative companies in a few countries, mainly in the United States. PE/VC firms provide not only capital to startups and small and medium enterprises (SMEs) that usually have financing gap, especially in emerging markets, but also strategic resources that enable these enterprises to commercialize innovation. As consequence, government incentive and nurture of local PE/VC industries would be expected in emerging economies due to innovation"s importance to economic growth. This paper aims to identify if the Brazilian government has supported local PE/VC industry throughout the years in order to foster favorable conditions to creating and developing successful innovative businesses. It also analyzes Brazil"s main public policies towards PE/VC and if they encompass all the three stages of its cycle -fundraising, investing and exiting.
I conducted an empirical research which collected primary data from a sample of 127 PE/VC firms (90% of the population) operating in Brazil as of June, 2008 . All firms answered a webbased questionnaire that collected quantitative data regarding their investment vehicles, portfolio companies, investments and exits. I compared the data obtained from the survey with the main local governmental PE/VC support programs.
First, I confirmed the hypothesis that the Brazilian government has been using the PE/VC industry as a public policy towards entrepreneurship and innovation. Second, I identified that although PE/VC public policies in Brazil are mostly concentrated in fundraising phase, they have been able to positively impact the whole cycle. Third, it became clear that the Brazilian government became more concerned about Seed and Venture Capital (VC) Early stages due to their importance to the entire PE/VC value chain. As consequence, I conclude that those public policies have been very important to build a dynamic and strong local PE/VC industry, whose committed capital grew 50% per year between 2005 and 2008 to achieve US$27 billion, which invested US$ 11 billion, which employs 1,400 professionals (75% with postgraduate degrees) and maintains 482 portfolio companies, mostly SMEs. In addition, PE/VCbacked companies represented one third of the Initial Public Offerings (IPOs) that occurred in Brazil between 2004 and 2008 (approximately US$15 billion).
Introduction
Throughout the years, innovation has been a key factor in world"s economic growth due to the increase in companies" productivity (Schumpeter, 1934) and it has affected all the five forces that govern competition in any industry (Porter, 1979) . In the United States, startups and SMEs creation has leveraged and empowered its economic development and competitiveness (Gompers 1994; Porter 1990 ).
The ability to combine resources (human, technology, capital, information, natural, etc) to innovate is a very important competence that is needed in order to gain competitive advantage. However, regardless their importance to the economy, startups and SMEs usually don"t have access to proper resources needed to commercialize innovation, especially during their initial stage of lifecycle (Gompers, 1994; Pacheco and Spritzer, 2009 ). In emerging markets this framework is highlighted, and according to Andreassi and Siqueira (2006) lack of financing is one of startups" main mortality reasons in Brazil compared to developed countries. The ability to combine resources (financial, human, technology, information, natural, etc) to innovate is critical to blossom, develop competitive advantage, grow fast and survive.
PE/VC presents a very interesting alternative to address this issue, especially to companies without historical financial statements (i.e. startups) or companies without tangibles assets that could be used as bank loans" guarantees (Sahlman, 1990) . Not to mention that PE/VC firms provide not only capital but also assist the entrepreneurs on the decision making process in order to build successful businesses (Gorman and Sahlman, 1989) . According to IHS Global Insight (2009), PE/VC-backed companies generated around US$3 trillion in revenue (21% of the GDP) and employed over 12 million people in the United States in . EVCA (2002 shows the PE/VC positive economic impact of PE/VC on companies" creation and growth.
The business environment for PE/VC in Brazil has evolved in a consistent fashion over the last few years. According to EIU/LAVCA (2008) that qualifies the PE/VC environment in the region by identifying the positive and negative aspects for generating business within the industry in each country, Brazil jumped from 59 to 75 points in the ranking out of a possible 100 in only three years (2005 to 2008) . The development and consolidation of the PE/VC environment in Brazil over the period in question is also pointed out by EMPEA/Coller Capital (2009) that rank the country as the second most attractive emerging market for PE/VC investment over the next years.
Literature Review
The main challenge of any company is to achieve and sustain competitive advantage by developing dynamic capabilities that will modify or leverage its core competences based on the right resources. The ability to combine these appropriate resources (human, technology, capital, information, natural, etc) is a very important competence to innovate and to gain competitive advantage. (Porter 1979; Barney 1986; Prahalad and Hamel 1989; Hamel and Prahalad 1993; Teece and Pisano 1994; Mahoney 1995; Teece et al 1997; Bartlett and Ghoshal 2002) . Christensen and Overdorf (2000) identify three factors that affect companies" innovation: resources, processes and values. Hardagon and Sutton (2000) state that innovative companies hire people with complementary skills and backgrounds, and that innovation is easily fostered if the right incentives and rewards are given to people. Through PE/VC it is possible to boost companies" growth compared to their peers (Hellman and Puri 2000; Engel 2002 ) which allow them to become more profitable (Sahlman 1990 ) throughout innovations.
According to Gompers (1994) , Gompers and Lerner (2002) and Metrick (2007) , PE/VC provides capital to finance innovation, especially high-risk but potentially high-reward projects. In fact, it has supported the creation and development of many of highly successful new revolutionary enterprises in the Human History, like Google, Microsoft, Netscape, Apple, eBay, Amazon, Sun Microsystems, Genentech, Yahoo, Intel, amongst others (Bygrave and Timmons, 1992; Gompers and Lerner, 2001b) . Notwithstanding it is mainly associated with high-risk, potentially high-reward, leading edge technological projects, PE/VC industry has also backed a large number of innovative "traditional" service companies, such as Staples, Starbucks, FedEx, Home Depot and TCBY -The Country's Best Yogurt (Gompers, 1994; Gompers and Lerner, 2001b; Gompers and Lerner, 2002; Metrick, 2007) .
Further relating to the subject, PE/VC investments benefit startups and SMEs that normally have difficult to access ordinary financing, especially in emerging markets, due to their lack of tangible assets to use as collateral, heavy reliance on research & development (R&D) and human resources, operating losses for many years, and lower survivorship rates compared to more mature companies (Premus 1985; Gompers, 1994; Gompers and Lerner 2001a; Gompers and Lerner 2001b; Hall 2002; Smith and Smith 2002; Leeds 2003) . Different from bank loans and short term debts, PE/VC will share upside and downside risks with the entrepreneur by taking an equity stake in the company and becoming a partner committed to its strong and sustainable growth (Engel, 2002; Gompers, 1994) .
Notwithstanding the importance of the money provided by PE/VC firms the invested companies also benefit from a whole package of strategic non-financial resources that helps build successful enterprises and foster the blossom and development of highly innovative startups and SMEs: monitoring and performance tools, management professionalization, compensation arrangements, board of directors, budget structure, well established and high level networking, mentoring and advice to entrepreneurs, etc (Gorman and Sahlman 1989; Dotzler 2001; Gompers and Lerner, 2001b; Gompers and Lerner 2002; Keuschnigg, 2009 ). According to Bloom, Sadun and Van Reenen (2009) , on average PE/VC-backed enterprises are better managed than non-PE/VC backed ones.
Sorensen (2007) suggests that PE/VC invests primarily in entrepreneurial innovative companies and it also has substantial impact on development of new technologies and Premus (1985) demonstrates that PE/VC and technological innovation growths are correlated. Kortum and Lerner (2001) show that PE/VC-backed companies are involved in important innovations based on patent amount in the U.S., while Bowonder and Mani (2002) show the impact of PE/VC on financing innovation in India, and Tykova (2000) demonstrates a positive relation between patents creation and PE/VC investments in Germany.
According to Keuschnigg (2009) policy makers have been fostering favorable conditions through PE/VC to creating businesses. Gompers (1994) remembers the importance of the changes in the 1979 Employee Retirement Income Security Act (ERISA) and the consequent increase of pension funds" commitments to PE/VC in the U.S. Hirukawa and Ueda (2008) highlight the Yozma program in Israel and the Small Business Investment Company (SBIC) in the U.S., while Lerner (2002) agrees that government is highly interested on fostering innovation and support the PE/VC activity is a natural way to accomplish that goal. Gompers (1994) concludes that promoting an efficient PE/VC industry should be the goal of any administration, although Brander, Du and Hellmann (2010) provide evidence that an extensive government support (or even a null support) doesn"t maximize value creation and innovation benefits, and that moderate public activity in PE/VC has the strongest performance.
Methodology
I conducted an empirical research which collected primary data from a sample of 127 PE/VC firms (90% of the population) operating in Brazil as of June, 2008, independently of whether they have a local presence (office) and/or an investment vehicle already formed and operating. In other words, all PE/VC firms already defined and structured as such, even if they are still in the process of fundraising, were included in the PE/VC industry population. In addition, those PE/VC organizations that informed that are no longer operating in the industry, those that are still not actively looking for business in Brazil and/or that don"t consider themselves managers of PE/VC investment vehicles were not considered in the population.
With these conditions and exclusions, each one of the 127 PE/VC firms filled out a web-based questionnaire which consisted of several questions related to five topics: a) General registration data for the PE/VC organizations (ex. name, profile, category, origin); b) Investment vehicles (ex. name, legal structure, creation date, investor profiles, sector focus, stage focus, investments size); c) Portfolio companies; d) Investments and exits; and e) Fundraising prospects. All PE/VC firms answered a questionnaire that supplied quantitative data regarding investment vehicles, portfolio companies, investments and exits.
The information and statistics about PE/VC-related governmental programs were requested directly from the government agencies by e-mail and obtained from several public sources. IPOs information was collected from BM&F Bovespa stock exchange using the Economatica software, in addition to from the Brazilian Security Exchange Commission (CVM) database. CVM"s database was also used to double-check and validate some information provided by the PE/VC firms.
Supported on the extensive literature I assumed that PE/VC fosters innovation and highly impact entrepreneurship. As consequence, I considered whether public policies are effectively used to foster PE/VC in Brazil they have positive externalities on innovation in the country. As such, the work consists in an exploratory analysis of the Brazilian PE/VC public policies based on all the information gathered regarding the local PE/VC environment. Then I crosschecked and compared the compiled data obtained from the survey with the main local government PE/VC support programs based on the three stages of the PE/VC cyclefundraising; investing; and exiting -described by Gompers and Lerner (2002) .
Main Findings
The main objective is to identify whether the Brazilian government has been supporting local PE/VC industry as a public policy towards innovation.
Fundraising
Over the last few years, driven by global liquidity and the strong growth of domestic economic indicators, the Brazilian PE/VC industry has gone through a very significant evolution. The growth of total committed capital has been impressive averaging 53. 
The Brazilian Government as General Partner (GP)
Notwithstanding the impressive increase of the Brazilian PE/VC industry, public sector"s role structured as a PE/VC firm is not quantitative significant as the industry is characterized by independent general partners. The Brazilian Development Bank (BNDES) and the Brazilian Federal Loan and Saving Bank (CEF) are the only two state-owned PE/VC firm with a combined committed capital of US$0.5 billion (2% of the total). BNDES was created in 1952 and its investments in PE/VC are reminiscent of the 1980s when direct investments were prevalent, being one of the first Brazilian PE/VC firms. In the 1990s, BNDES took the first step toward outsourcing its PE/VC portfolios but it has never abandoned its role as PE/VC firm through direct investments.
CEF"s role as GP is more recent than BNDES". It started in 2008 as a public policy to invest in infrastructure using sources from the Unemployment Guarantee Fund (FGTS). Like BNDES, CEF not only is allowed to make direct investments as a typical PE/VC firm, but also can work as a limited partner and commit capital to third parties PE/VC firms.
Government as Limited Partners (LPs)
Brazilian public sector"s participation as investor has been very important for the promotion and development of the Brazilian PE/VC industry. Since the 90"s BNDES has invested in 33 investment vehicles (7 already fully divested) from 23 PE/VC firms, totaling US$ 2.5 billion in capital commitments. Recently, BNDES launched a program to support seed capital called CRIATEC and chose a PE/VC firm to manage it. The CRIATED fund amounts US$ 60 million of which 80% from BNDES and 20% from Northeast Bank of Brazil (BNB), another state-owned institution, to invest in over 50 startups and small enterprises in the next 4-5 years.
The perception that innovative startups and SMEs couldn"t find adequate mechanisms to finance their growth in the traditional credit system led the Brazilian Innovation Agency (FINEP In addition to government agencies and state-owned banks capital commitments to PE/VC, the public policy is also present on pension funds" PE/VC investments. The largest Brazilian pension funds are those from state-owned companies and as consequence they suffer political influence and key-managers appointments directly by the government or indirectly throughout their sponsor state-owned companies. Capital commitments in PE/VC by pension funds amount USD 7.2 billion in Brazil (27% of total). I estimate that 20 to 30 pension funds have capital commitments in PE/VC that total US$ 6.4 billion, the equivalent of 3.0% of total pension fund"s assets and 0.4% of the GDP. Likewise ERISA in the U.S, the CVM rule 391 clarified and regulated the Brazilian pension funds PE/VC investments. Due to this regulation, the relative participation of pension funds in new funds reached 50%, close to the level of 58% reached during the privatization era. 
Investing
The great diversity of economic sectors constitutes an important aspect of the business model of the PE/VC industry. The 481 portfolio companies cover 26 industries and more than 40 sub-industries. BNDES and FINEP together account, directly and indirectly, for 26% of total industry"s portfolio companies. It is very impressive, especially considering that in Brazil the LPs have active influence in the investment committees. In addition, BNDES and FINEP have a stronger presence in highly innovative (IT, Biotech, Medicine) and strategic/infrastructure (Food, Energy, Telecom, Transportation) industries than the rest of the Brazilian PE/VC sector.
A total of 51% of the industry"s portfolio companies are more mature companies, 43% are Private Equity -Expansion and 8% are Private -Later Stage, but there also is a considerable volume of business in Venture Capital (34%) with the greatest emphasis on the Early Stage (17%). This denotes an important concentration on the intermediate stage of entrepreneurial development. 
OBS: Considers the sample of 462 companies that reported their current stage of development (out of a total of 481 companies).
There is a considerable volume of business in Venture Capital (34%) with the greatest emphasis on the Early Stage (17%), in addition to 43% of Private Equity Expansion, mostly medium size companies. This denotes an important concentration on the initial and intermediate stages of entrepreneurial development guaranteeing the consolidation of the links that permit sustained industry growth over the long term.
Generating Deal Flow
As a further support to the development of the PE/VC industry, FINEP organized several Forums under the INOVAR and INOVAR SEMENTE programs, with the objective of building the innovative entrepreneurial spirit of startups and SMEs, preparing them for receiving PE/VC investment.
Since their creation, the FINEP Forums have supported a total of 243 innovative highly entrepreneurial companies: 162 in Venture Forum (focused on SMEs), 21 in the IPO Forum (aimed at innovative companies with the potential to be listed on the stock market), and 60 in the Seed Forum (focused on startups and seed capital). It is clear that FINEP"s efforts with INOVAR and INOVAR SEMENTE together with the FINEP Forums have helped develop an entrepreneurial culture in the Brazilian PE/VC industry over the past few years and nurture a deal flow to the PE/VC industry.
Exiting
There were 111 exits (total and partial) totaling US$2 billion over the period from 2005 and June 2008, of which 31% from venture capital and 50% from private equity stages.Trade sales represented around 1/3 of the total number of exits in the industry over this period, while sales in the stock market represented 50% of the total quantity (whether they were through IPOs and divestitures due to them or sales of PIPEs. IPOs are considered exits" pot of gold for PE/VC investments worldwide; however it didn"t constitute a viable alternative in Brazil during the 1980s and 1990s because of the volatile macroeconomic environment and high interest rates that prevailed in the country during this period. This is why few companies looked to the stock market for long term financing in Brazil, and consequently, the IPO market passed through a "nuclear winter" period. The total amount of money raised by companies that received PE/VC investments reached US$ 16.4 billion from primary and secondary offerings, equivalent to 31% of the total volume of IPOs made during this period. Between May 2004 and June 2008, companies that received PE/VC investments had an average return of 17.3% as opposed to 1.5% for the companies that did not receive PE/VC investments, with 67% of the returns being positive for those that had received PE/VC investments and 40% being positive for those that had not.
Conclusions
The PE/VC industry has been responsible for the creation and development of extremely successful technological businesses like Google, Microsoft, Netscape, eBay, Amazon, Yahoo, Intel and Genetech worldwide. Not to mention that it has also supported non-tech, but also highly innovative, "traditional" companies such as Staples, Starbucks, FedEx and HomeDepot. PE/VC provides not only capital to the enterprises but also strategic resources that allow the invested companies to differentiate and pursue a competitive advantage against its peers showing an impressive level of not only technological but also process, management and product innovations.
Due to its entrepreneurial vocation, several governments worldwide have elected the PE/VC as a key public policy toward innovation and entrepreneurship. Many have failed, but some succeeded as noted by Lerner (2009) . Using public policies to foster PE/VC can be a disastrous waste of time and money, not to mention the real possibility to ruin any potential entrepreneurial and innovative initiatives. In emerging markets, this dilemma becomes even more dramatic since PE/VC can offer the only sustainable alternative to the financing gap faced by startups and SMEs. This is also the challenge for Brazil.
I confirmed the hypothesis that the Brazilian government has been using the PE/VC industry as a public policy towards innovation and high impact entrepreneurship. It is an established and partially coordinated national effort that accelerated in the 2000"s leveraged by the economic stabilization and growth of Brazil. Two governmental institutions (BNDES and FINEP) are the main promoters of this policy with important implications to the whole PE/VC value chain.
I identified that the Brazilian PE/VC public policies are mostly concentrated in fundraising phase; however it has an enormous impact over the investing and exiting phases. Through BNDES, FINEP and SEBRAE, the Brazilian government has supported an impressive percentage of PE/VC firms, all local players. In addition, the government is also present in PE/VC through the state-owned pension funds that become one of industry"s leading investors. Notwithstanding its role as LP and GP, the government also impacted the fundraising phase as it regulates the local PE/VC industry through CVM. All the local investment vehicles under CVM rule 209 or 391 must be registered at CVM likewise a stock market investment fund. Nevertheless, it became clear that the Brazilian government through BNDES and FINEP became more supportive to seed capital fundraising due to its importance to the whole PE/VC value chain. The next natural move should be a new CVM rule to specifically benefit the seed capital.
The investing phase is highly influenced by the fundraising public policies. BNDES and FINEP together account for a significant portion of the PE/VC industry portfolio. It is even more significant since the LPs have board seats on the investment committee in Brazil. Another interesting finding is that BNDES and FINEP portfolios have a stronger participation in highly innovative and strategic/infrastructure industries compared to the rest of the Brazilian PE/VC sector.
It is notorious the remarkable positive effect of the Brazilian public policies toward PE/VC since some PE/VC-backed innovative enterprises have arise in the country in the past few years like Submarino, DHC Outsourcing, Akwan, Allelyx, Buscapé, Lupatech, Bematech, Mandic BBS, GOL and DASA, just to mention a few, and were successfully sold by PE/VC firms. As consequence, from 2004 and June of 2008 around one third of IPOs in Brazil were PE/VC-backed companies (US$ 16.4 billion) which presents evidence that public policy oriented to the PE/VC cycle first stage has also produced a positive effect on the last (exiting) phase.
Notwithstanding the positive impact of the PE/VC public policies presented until now in Brazil, it is very important that the government considers the present framework as a temporary solution to an emerging PE/VC industry. The goal of the Brazilian PE/VC government should be strengthen the private institutions through the whole cycle in order to achieve the economic equilibrium and assure the long term sustainability of the local PE/VC market.
